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MEMORANDUM

TO
:  Arne Duncan


   Secretary of Education



FROM
:  Thomas P. Skelly


    Delegated to Perform the Functions and Duties of the Chief Financial Officer

SUBJECT
:  Semiannual Report to Congress on Audit Follow-up, No. 52

In accordance with the Inspector General Act, as amended, I am pleased to submit the Department’s 52nd Semiannual Report to Congress on Audit Follow-up, which covers the six-month period ending March 31, 2015. 

This report highlights the Department’s accomplishments in implementing recommendations included in Departmental audits conducted by the Office of Inspector General.  Additionally, it provides statistical tables as specified in Sec. 5(b)(2), (3) and (4) of the Inspector General Act, as amended, and statements with respect to audit reports for which management decisions have been made, but final action has not been taken.

Over the reporting period, Department managers and staff continued to implement recommendations to correct all deficiencies.  Ensuring effective oversight of the entire post audit process will continue to receive top priority. 
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OVERVIEW

The Department of Education (Department) submits this Semiannual Report to Congress on Audit Follow-up―No. 52 in accordance with requirements of Sec. 5(b) of the Inspector General Act, as amended (IG Act).  This report provides information on the Department’s external and internal Office of Inspector General (OIG) audit resolution and follow-up activity for the six-month period from October 1, 2014, through 
March 31, 2015.

The content and format of this report have been revised to streamline the presentation of the data included, as well as provide important context for the information required by the IG Act.  During (and in the months preceding) the reporting period, the Office of the Chief Financial Officer (OCFO) worked closely with Principal Offices (POs) across the Department to improve the timeliness, efficiency, and quality of audit follow-up for both external and internal OIG audits.  The following is a brief description of the ongoing efforts and significant results achieved by the Department during this period.
Internal Audit Accomplishments and Highlights

The Department remains committed to completing corrective actions on time, and to leveraging such findings and recommendations to improve internal operations and effectiveness.  To that end, the Department’s resolution requirement for internal audits is three months instead of the six-month resolution requirement found in OMB Circular A-50, “Audit Follow-up.”  Recent efforts to improve the management and oversight of internal audit follow-up have eliminated the backlog of open audits and, as a result, allowed more resources and time to be devoted to resolving new audit findings and corrective actions.

· Highlights – Examples of results achieved since the beginning of this reporting period include:

· During the reporting period, the Department closed 9 reports containing 76 recommendations, effectively demonstrating timely implementation of corrective actions.
· Only 3 of the 24 OIG audits open on April 1, 2015, were unresolved at the end of the reporting period.  None of the unresolved audits were overdue for resolution.  
External Audit Accomplishments and Highlights

· Management Improvement Initiatives – OCFO has continued to build on the significant accomplishments achieved during the prior 3 reporting periods.  Collectively, these initiatives have resulted in improved oversight of the audit follow-up process and continued progress in the timely resolution of outstanding audits.  The following actions are noteworthy:

· The Post Audit Handbook (Handbook) – The Department’s policies and procedures related to audit follow-up are collected in the Handbook.  During the reporting period, Financial Improvement Operations (FIO) began the process for a full review and revision of this document, including updates to Department processes for audit assignment, resolution, and follow-up.  Changes resulting from the newly issued Uniform Guidance, which took effect in December 2014, were also incorporated.  It is expected that these revisions will streamline the processes and further support timely resolution.  The handbook revisions will be completed by December 2015.  

                         

· Organizational Performance Review – FIO staff have worked closely with the Department’s Performance Improvement Officer to ensure fair and consistent standards for all offices involved in resolution of OIG external audits.  FIO helped develop updated performance standards for the current fiscal year, which measure both the timeliness of resolution and efforts to resolve differences with OIG, including differentiated targets for success.  

· Closure of Longstanding OIG External Audits – During the reporting period, FIO has increased its outreach and technical assistance to program offices with longstanding OIG external audits that have been resolved but remain open.  For example, FIO worked extensively with Federal Student Aid (FSA), the PO for the highest volume of open audits, as reported in prior iterations of this report (External-Table 3).  

· Highlights – Collectively, the actions described above evidence the Department’s unwavering focus on audit resolution, including the timely collection of unallowable costs and closure of audits as they are resolved.  Examples of significant results achieved during the reporting period include:

· FSA closed 23 audits with FIO’s support, which represented 72% of FSA’s total open audits.   

· The Department closed 31 external OIG audits.  OCFO worked closely with POs to track audit closures and verify that all corrective actions were taken prior to closure (External-Table 3).

· The Department recovered $2,875,105, which included collections and other reductions.  As of March 31, 2015, the Department had $29,957,747 in disallowed costs remaining to be collected (External-Table 1).

                                                                               

CHAPTER ONE: Internal Audit Tables

Internal-Table 1:  OIG Internal Audit Report Activity
	Office
	Open 10/1/2014
	Issued During

SAR*52
	Resolved During

SAR 52
	Unresolved as of 4/1/2015
	Completed

as of

4/1/2015
	Closed During

SAR 52
	Open as of 4/1/2015

	FSA
	9
	3
	5
	1
	0
	4
	8

	IES
	0
	0
	0
	0
	0
	0
	0

	ISU
	1
	0
	0
	0
	0
	1
	0

	OCFO
	5
	1
	2
	0
	0
	3
	3

	OCIO
	3
	1
	1
	0
	0
	0
	4

	ODS
	0
	0
	0
	0
	0
	0
	0

	OESE
	2
	1
	0
	1
	0
	1
	2

	OGC
	0
	0
	0
	0
	0
	0
	0

	OII
	1
	0
	0
	0
	0
	0
	1

	OM
	0
	0
	0
	0
	0
	0
	0

	OPE
	2
	0
	1
	0
	1
	0
	2

	OSERS
	3
	1
	0
	1
	0
	0
	4

	RMS
	0
	0
	0
	0
	0
	0
	0

	Total
	26
	7
	9
	3
	1
	9
	24


Source: U.S. Department of Education, Audit Accountability and Resolution Tracking System.
*SAR refers to Semiannual Report.

This table provides information on the audit follow-up activity from issuance to closure.
Internal-Table 2: OIG Internal Audit Reports Pending Final Action One Year or More After Issuance of a Management Decision by Primary Office (PrO) and Issue Date

	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A09-L0011
	MOE Flexibility Due to Recovery Act IDEA, Part B Funds
	OSERS
	07/25/2013
	09/26/2013

	Status: Resolved.  OSEP is continuing to work directly with States to gather and review documentation relative to States' policies and procedures, as well as, data based on OIG recommendations to determine if recovery is warranted.  In addition, OSEP is collaborating with the Office of the General Counsel to ensure the sufficiency of the corrective actions and, as appropriate, levy sanctions upon the States.  Planned completion date is May 25, 2015.


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A11-L0003
	FY 2011 FISMA
	OCIO
	10/18/2011
	01/03/2012

	Status: Resolved.  Funding was received in FY15 to complete the implementation of a solution to enforce the encryption of information before it is transmitted or saved to external devices.  Implementation is following a phased approach with completion scheduled for January 29, 2016.  


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A11-M0003
	FY 2012 FISMA Report
	OCIO
	11/07/2012
	01/08/2013

	Status: Resolved.  OCIO is working to deactivate direct access to the Outlook Web Access application (email.ed.gov) that is currently accessible using only an ID and Password (one-factor authentication).  Soon, remote access to Department e-mail will only be available via two-factor authentication.  Planned completion date is September 30, 2015.


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision


	A11-N0001
	FY 2013 FISMA Report
	OCIO
	11/13/2013
	01/16/2014

	Status: Resolved.  OCIO is working to deactivate direct access to the Outlook Web Access application (email.ed.gov) that is currently accessible using only an ID and Password (one-factor authentication).  Soon, remote access to Department e-mail will only be available via two-factor authentication.  Planned completion date is September 30, 2015.
FSA has distributed over 69,000 Two-Factor Authentication (TFA) tokens to financial aid personnel at Postsecondary Schools, Guaranty Agencies, Title IV Additional Servicers, Third-Party Servicers, and not-for-profits.  Full implementation of TFA solution with all users will be completed by October 30, 2015.


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A17-N0001
	FY 2013 Department Financial Statement Audit
	OCFO
	12/11/2013
	03/27/2014

	Status: Resolved.  During FY 2013, loans were identified with incorrect balances due to capitalized interest.  Correction and validation of the loan balances will be completed by September 29, 2015.


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	A17-N0002
	FY 2013 FSA Financial Statement Audit
	FSA
	12/11/2013
	02/27/2014

	Status: Resolved.  During FY 2013, loans were identified with incorrect balances due to capitalized interest.  Correction and validation of the loan balances will be completed by September 29, 2015.


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	L09-N0004
	CDES Administration of LEAs’ Special Education MOE Compliance
	OSERS
	05/20/2013
	07/19/2013

	Status: Resolved.  OSERS is awaiting a publication of a final rule in the Federal Register in order to prepare a Notice of Rulemaking to clarify guidance concerning LEA MOE requirements.   The completion date is June 30, 2015.


	ACN
	Audit Title
	Primary Office
	Issue Date
	Date of Management Decision

	X21-L0002
	PIN Security Vulnerabilities
	FSA
	09/30/2013
	12/11/2013

	Status: Resolved.  Due to the government shutdown in early FY 2014, the legacy vendors needed additional time to deploy the Person Authentication Service.  This helps FSA reduce risk, by ensuring the appropriate levels of resources to conduct integration, avoids procurement cycles, and reduces the impact of a potential integration failure by rolling out during a nonpeak period.  The deployment will be completed by May 26, 2015. 


Source: U.S. Department of Education, Audit Accountability and Resolution Tracking System.

Table 2 (Internal) lists each OIG-prepared internal audit report and alternative product on which final action was not taken within one year of issuance of a management decision on the report.

CHAPTER TWO: External Audit Tables

External- TC "Chapter Two: Audit Activities Related to Disallowed Costs and Better Use of Funds "\l 1 Table 1: U.S. Department of Education Audit Recovery Activities Related to Disallowed Costs as of March 31, 2015

	Final Actions
	Number of Reports
	Disallowed Costs

	Balance reported at the end of the previous period 
	8
	 $32,832,852*

	Audit reports with management decisions made             during the period (includes interest, penalty, and fine accruals)
	0
	
                         $0

	Total audit reports pending final action during the period
	8
	

$32,832,852

	Minus:  Audit reports with final action taken during the period (includes collections and other reductions) 
	     0 **
	$2,875,105


	Total audit reports pending final action at the end of the period
	8


	$29,957,747




Source: U.S. Department of Education, Financial Management System. 

This table presents statistical information on the Department's audit recovery activities related to disallowed costs (see definition in Appendix IV) for external OIG audits.  

*The ending balance of SAR 51 does not match the current beginning balance listed above.  The current beginning balance reflects a $90,814 payment made in the previous report cycle at the end of September 2014.
** No final actions were taken with the audit reports.  Collections were made during this period.  The number of open audit reports remains the same.
External-Table 2: U.S. Department of Education External OIG Audit Activities Related to Better Use of Funds as of March 31, 2015

	Recommendations and Final Actions
	Number of Reports
	Dollar Value 


	Audit reports with management decisions on which final actions had not been taken at the beginning of the period
	3
	$18,527,577



	Audit reports on which management decisions were made during the period
	0
	$0

	Total: Audit reports pending final action during the period (total of two variables above)
	3
	$18,527,577

	Minus: Audit reports on which final action was taken during the period (value of two variables directly below)
	0
	$0

	Value of recommendations implemented
(completed)
	0
	$0

	Value of recommendations that management 
concluded should not or could not be implemented 
or completed
	0
	$0

	Audit reports needing final action at the end of the period (total less computed value directly above)
	3
	$18,527,577


Source: External audit reports prepared by OIG.

This table presents data on the Department’s activities related to recommendations for Better Use of Funds (BUF).  In the 1988 amendments to the IG Act, Congress directed IGs to standardize their reporting processes in order to develop an overall picture of the Federal government's progress against waste, fraud, and mismanagement.  Pursuant to this request, Congress required IGs to start tracking recommendations for BUF and to report the total dollar value of all BUF recommendations on a semiannual basis.  

External-Table 3: U.S. Department of Education OIG External Audit Reports Pending Final Action One Year or More after Issuance of a Management Decision by Primary Office and Issue Date

	ACN
	Audit Title
	Primary Office
	Issue Date
	Disallowed Costs
	BUF
	Status*

	N0690010
	PARKS COLLEGE
	FSA
	2/9/2000
	$692,737 
	$0 
	4

	07B0001
	WILLIAM PENN COLLEGE COURSE LENGTH
	FSA
	10/18/2001
	$266,411 
	$0 
	4

	06A0024
	SOUTHERN WESLEYAN UNIVERSITY
	FSA
	9/4/2002
	$590,745 
	$0 
	4

	05B0019
	TRINITY CHRISTIAN COLLEGE--COURSE LENGTH
	FSA
	9/17/2002
	$16,653 
	$0 
	4

	06F0018
	PHILANDER SMITH COLLEGE
	FSA
	11/2/2006
	$3,461,610 
	$0 
	2

	02H0005
	EDUTEC ADMINISTRATION OF THE PELL GRANT PROGRAM
	FSA
	9/25/2007
	$225,101 
	$0 
	4

	02H0007
	TCI ADMINISTRATION OF PELL GRANT AND FFEL PROGRAMS
	FSA
	5/19/2008
	$190,966 
	$0 
	3

	A06H0016
	REVIEW OF TITLE IV AT COMMUNITY CARE COLLEGE
	FSA
	8/26/2009
	$141,657 
	$0 
	4

	A05I0012
	BAKER COLLEGE COMPLIANCE WITH SELECTED PROVISION OF HEA
	FSA
	8/24/2010
	$131,844 
	$0 
	4

	07B0002
	AUDIT OF NSLP ADMINISTRATION OF THE FFELP
	FSA/FIOS
	9/27/2002
	$0 
	$0 
	4

	A03I0006
	SALLIE MAE SUBSIDIARY, NELLIE MAE'S SAP UNDER 9.5% FLOOR
	FSA/FIOS
	8/3/2009
	$22,378,904 
	$0 
	3

	0790035
	WILLIAM PENN COLLEGE COMMISSIONED SALES
	FSA/SC
	5/23/2001
	$0 
	$0 
	4

	A05J0011
	INDIANA RECOVERY ACT AUDIT
	ISU
	1/14/2010
	$0 
	$0 
	4

	A09J0006
	CALIFORNIA RECOVERY ACT AUDIT
	ISU
	1/15/2010
	$0 
	$0 
	4

	A05J0012
	ILLINOIS RECOVERY ACT AUDIT
	ISU
	2/23/2010
	$0 
	$0 
	4

	A06K0001
	LOUISIANA RECOVERY ACT AUDIT
	ISU
	9/29/2010
	$0 
	$0 
	4

	A09K0001
	UTAH RECOVERY ACT AUDIT
	ISU
	5/13/2011
	$0 
	$0 
	4

	A04K0006
	SOUTH CAROLINA GOVERNORS OFFICE RECOVERY ACT AUDIT
	ISU
	8/23/2011
	$0 
	$0 
	4

	06F0016
	REVIEW OF ARKANSAS MIGRANT CHILD COUNT
	OESE
	8/22/2006
	$0 
	$0 
	4

	05G0032
	ODES ADMINISTRATION OF ITS MIGRANT EDUCATION PROGRAM
	OESE
	1/8/2008
	$0 
	$0 
	1

	A04J0005
	PRDE AWARD AND ADMIN OF PERSONAL SERVICES CONTRACTS
	OESE
	1/24/2011
	$15,004,196 
	$0 
	3

	A02K0003
	AUDIT OF KIRYAS JOEL UFSD ESEA TITLE I PART A AND IDEA
	OESE
	2/2/2011
	$367,848 
	$5,200,000 
	2

	A05K0005
	ILLINOIS RECOVERY ACT AUDIT PHASE II
	OESE
	6/9/2011
	$0 
	$0 
	4

	A02K0014
	CAMDEN ADMINSTRATION OF NONSALARY FEDERAL EDUCATION FUNDS
	OESE
	3/6/2012
	$1,463,062 
	$0 
	3

	A06L0001
	EL PASO ISD COMPLIANCE WITH ACCOUNTABILITY OF NCLB ACT 2001
	OESE
	6/13/2013
	$0 
	$0 
	4

	02E0020
	REVIEW OF VIDH THIRD PARTY FIDUCIARY
	OSEP
	9/28/2005
	$1,204 
	$327,577 
	4

	05D0017
	UIC ADMINISTRATION OF THE GEAR-UP GRANT PROJECT
	PAG
	1/14/2004
	$1,159,350 
	$0 
	3


Source: U.S. Department of Education, Audit Accountability and Resolution Tracking System.
This table lists external OIG audit reports on which final action was not taken within one year after issuance of a management decision as of March 31, 2015.  In this category, the Department has a total of 27 reports, with disallowed costs amounting to $46.1 million.  Please note that some of these amounts have been recovered and some are in the process of being recovered.  It is the responsibility of each PrO (lead office) to initiate the closure process by following the Department’s Process for Closing ED-OIG External Audits when audits are ready to be closed.  The closure of each audit requires receipt of the PrO’s official request for closure and supporting documentation.

*Reasons why external OIG audits were resolved but not closed within one year after management decisions were made: 

1. Pending further evidence to support implementation of corrective actions 

2. Disallowed costs in recovery 

3. Disallowed costs under appeal 

4. Closure in progress
APPENDIX
Brief Overview of Audit Follow-Up at the Department

I. Audit Follow-up Responsibilities

OMB Circular A-50 provides that agency heads are responsible for designating a top management official to oversee audit follow-up, including resolution, corrective action implementation, and closure of individual audit recommendations.  The Chief Financial Officer (CFO) is the Department's designated audit follow-up official, whose duties and responsibilities are:

· Ensuring that a system of cooperative audit resolution and follow-up is documented and in place;

· Ensuring that timely responses are made to all audit recommendations;

· Ensuring follow-up on corrective actions; and

· Resolving disputes regarding audit-related matters. 
While general authority for oversight of audit follow-up under OMB Circular A-50 is delegated directly to the CFO, much of the actual work of resolving and closing recommendations in audits is dispersed throughout the Department.  At least six different POs play a role in external audit follow-up, and individual POs are directly responsible for resolving and closing recommendations contained in internal audits.  Senior officers across the Department are charged with the timely resolution of audit reports and ensuring that appropriate corrective actions have been taken on agreed-upon audit recommendations within their PO.  As required by OMB Circular A-50, Audit Follow-up, all audit recommendations are to be resolved within six months of issuance of an audit report.  
II. Audit Tracking System

The Audit Accountability and Resolution Tracking System (AARTS) is the Department’s system of record for audit tracking for all POs.  AARTS is used to track, monitor, and report the status of all formally issued single audits, as well as OIG internal and external audits and alternative products.  Alternative products are reports or memoranda issued by OIG that are not audit reports but raise issues that may need to be addressed by management.  AARTS has been designed as a centralized data source, allowing Department staff to reduce duplication of effort and obtain and share data in a more efficient and effective manner.  This system helps to facilitate the coordination of various activities across Department POs, including progress monitoring. 

III. The Department’s Audit Resolution Process

The Department resolves two types of audits.  
· Internal audits are audits conducted by headquarters and regional OIG staff.  Internal audits identify deficiencies in and recommend improvements to Department operations and management efforts to ensure that Federal education funds are used effectively and efficiently and that program goals are accomplished.  Individual POs that are the focus of any particular internal audit are usually directly responsible for resolving recommendations contained in such audits.  

· External audits are reviews of contract-related activities, grant-related activities, or other activities of organizations external to, but doing business with, the Department.  External audits are normally issued by the OIG or independent auditors (Single Audits).  OCFO is generally responsible for resolving external audit findings stemming from reviews of all discretionary or competitively awarded grant programs, along with certain kinds of findings stemming from formula awards (e.g., cash management and sub-recipient monitoring).  Individual POs are generally responsible for resolving external audit findings stemming from formula awards.  
The audit resolution process begins with the issuance of a final internal or external audit report and proceeds through the following stages (as tracked in AARTS). 
	Stages
	Internal Audits
	External Audits

	Open
	The audit is open when the Department receives a final audit report and there are audit findings to be resolved.
	The audit is open when the Department receives a final audit report and there are audit findings to be resolved.

	Unresolved


	An internal audit is unresolved when agreement has not been reached between OIG and the PO (or between the PO and OCFO for Government Accountability Office audits) on the recommended corrective actions identified in an internal audit.
	An external audit is unresolved when a management decision, in the form of a Program Determination Letter (PDL), has not yet been issued.

	Resolved
	Resolution occurs at a point in which the audit organization and agency management agree on action to be taken on reported findings and recommendations; or, in the event of disagreement, the point at which the audit follow-up official determines the matter to be resolved. 

A management decision contains two parts: 1) an evaluation of the validity of the findings and recommendations cited in the audit report; and 2) a decision about the course of action needed to correct any deficiencies.  

For internal audits issued by OIG, resolution occurs when OIG agrees with the proposed correction.

The terms management decision and audit resolution can be used interchangeably.
	Resolution occurs at a point in which the audit organization and agency management agree on action to be taken on reported findings and recommendations; or, in the event of disagreement, the point at which the audit follow-up official determines the matter to be resolved.
Management Decision: Same

For external audits, a finding is resolved once a PDL has been issued.  

	Completed
	An internal audit is completed when the responsible office indicates all corrective actions have been implemented.  
	This stage is not applicable in external audits housed in AARTS.

	Closed
	Audits are closed when every recommendation has been addressed by a corrective action.  To close the audit in AARTS, OCFO will verify supporting documentation for corrective actions and issue a closure memo.  
	Audits are closed when every finding has been addressed by a corrective action and all funds have been collected as required.  To close the audit in AARTS, OCFO will verify supporting documentation for corrective actions and issue a closure memo.


IV.
Definitions
· Disallowed costs are charges to an award that the Federal awarding agency determines to be unallowable, in accordance with the applicable Federal cost principles or other terms and conditions contained in the award.  For the disallowable costs, repayments are due to the Federal government.  

· Better Use of Funds (BUF) is a term that is used to track and report any audit recommendation that is intended to promote greater efficiency, accountability, or internal control through funds or other resources being “put to a better use.”  BUF includes both monetary and non-monetary efficiencies.  The IG Act, as amended, defines BUF as “a determination that includes a potential efficiency in the use of funds if certain actions to implement and complete recommendations were followed that may include any of the following:  1) reductions in outlays; 2) de-obligation of funds from programs or operations;  3) withdrawal of interest subsidy costs on loans or loan guarantees, insurance or bonds; 4) not incurring costs by implementing recommended improvements related to the operations of the Department, a contractor, or grantee; or 5) any other savings that are specifically identified.”  

If you would like additional copies of this report, please send your request to:

Semiannual Report to Congress on Audit Follow-up—No. 52
U.S. Department of Education

Office of the Chief Financial Officer

550 12th Street, S.W.

Washington, DC 20202-4450

This report is available on the Department’s Web site at

http://www.ed.gov/about/offices/list/ocfo/pubs.html.
The Department of Education’s mission is to promote student achievement and preparation for global competitiveness by fostering educational excellence and ensuring equal access.

www.ed.gov
2 “Dollar Value” is OIG's assessment, measured in dollars, of the potential efficiency in the use of funds if certain actions and recommendations stemming from audit reports are followed.  The dollar amount reported as “Dollar Value” in this table is not meant to be recovered by the Department.  Rather, the “Dollar Value” represents efficiencies that may be realized if some of the actions (as noted on the following page) are taken.    





